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What’s Next: Four Forces Shaping
the Logistics Real Estate Cycle

Prologis Beacon Lakes 36, Miami, Florida.

Introduction

Companies that move goods across the globe are still digesting the rapid changes in economies, supply chains and logistics
real estate from the past three years. In this report, Prologis Research updates our views on demand, supply and the long-

term outlook for logistics real estate.
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Four global trends to understand:

1. Future logistics real estate cycles will be less volatile
because of the multiplier effect on demand and
structural discipline in supply.

- Foreverydollar of U.S. gross domestic product, at least
20% more logistics space is needed than before the
COVID-19 pandemic.

- Aninstitutionalized developer and investor base—coupled
with rising geographic and regulatory barriers to supply—
will limit capacity growth throughout the cycle stages.

2. Service levels are fueling demand again. Customer
network expansion needs are rooted in offering the
speed and choice demanded by the end consumer
to compete for revenue.

- E-commerce is reaccelerating and on pace to reach more
than 23% of U.S. retail goods sold in 2023, up 100 bps
year-over-year.!

- Product variety is on the rise. The top consumer goods
companies increased product mix by 16% from 2018 to 2023.2

3. Customers are still building in resilience to manage
persistent disruption.

- The shift from just-in-time to just-in-case is on-going.
The surge of demand to accommodate inventory growth
generated 65%+ higher net absorption than typical from
2020-1H 2023, and I/S and inventories/household ratios
recovered to +3% more than pre-pandemic levels. We
expect +5% long-term, but economic uncertainty may
push some demand into 2024.

- Diversified sourcing and ports of entry will reshape
supply chains for years to come, driving incremental
demand along trade routes and near newly established
production facilities.

4. New building deliveries will contract by 35% or more
in the U.S. and Europe in 2024, creating a window for
positive demand to take market vacancies further below
historic norms in late 2024 and into 2025.°

- Replacement costs remain elevated, driven by higher
financing costs and competition for construction materials
and labor from infrastructure, manufacturing and housing.

- Financial market volatility translated to a greater than
200 bps increase in required returns to warrant new
development. At the same time, repricing and tighter
lending standards in the debt markets limit financing for
development.

Future logistics real estate cycles will be less volatile
because of the multiplier effect on demand.

Economic activity has shifted toward more logistics real estate-
intensive uses over time. Each unit of growth will require more
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than 20% of additional logistics space than pre-pandemic for
three reasons:

1. Higher inventory carry (5% or more) for each unit of
sale to build in supply chain resilience to disruption.

2. Increased product variety will drive the need for more
storage space to service each unit of consumption.

3. Goods’ share of consumption is poised to remain
higher for longer due to demographic trends. We estimate
goods will make up approximately 38% of U.S. consumption
going forward as millennials enter peak spending years,
down from a pandemic high of 40% but above the pre-
pandemic share of 36%.

4. Online share of goods spending will continue to
increase (from 15% in 2019 to 25% by 2025), which
will continue to drive the need for more space because
e-commerce requires three times the logistics space
compared to brick-and-mortar retail !

Outside of these share shifts, we see signs of increasing
logistics real estate intensity, even in traditional retailing
models. (Look for more details on this trend in an upcoming
paper, “The Supply Chain Productivity Paradox.”)

Future logistics real estate cycles will be less volatile
because of the persistent discipline in new supply.

An institutionalized developer and investor base creates
limits. Over the past 10 years, private owners and owner-users
have been net sellers of logistics real estate while domestic
and foreign institutions have increased their allocations to the
sector.”

Barriers to supply are high and rising. The amount of
developed land within 20 miles of U.S. major city centers
increased by 32% during the past 20 years as cities increasingly
built outward.® At the same time, regulatory barriers to new
industrial buildings have increased, lengthening construction
timelines, increasing costs and limiting the amount of new
products brought online each year.

Exhibit 1

PAST DECADE: NET CHANGE IN LOGISTICS REAL ESTATE
OWNERSHIP BY INVESTOR CATEGORY, U.S.
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https://www.prologis.com/news-research/global-insights/logistics-real-estate-forces-governing-supply
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The future of retail is driving demand.

With greater predictability in supply chains sans pandemic-era
disruptions, companies are again turning to improved service
to win consumer dollars.

E-commerce is gaining share. Prologis Research expects
over 100 bps growth in U.S. e-commerce share of goods

sales in 2023 year-over-year, equal to more than 50 MSF of
demand. Around the world, delivery timelines are falling again
as the ability to consistently deliver goods in one day or less
produces a competitive advantage. Investments in larger,
decentralized distribution networks facilitate fast delivery and
reduce transportation costs. As a result, we expect increased
demand for logistics real estate concentrated near centers of
consumption.

Product variety is on the rise. Another avenue to revenue
growth is expanding choice to stay on top of rapidly evolving
preferences and a desire for customized offerings. The top
global consumer goods companies increased product mix
by 16% between 2018 and the first half of 2023. A broadened
product mix requires additional storage space, adding to
logistics real estate demand.?

Exhibit 2

E-COMMERCE PROPORTION OF RETAIL GOODS SOLD, U.S.
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Source: U.S. Census Bureau, Prologis Research

Exhibit 3

BRANDS BY TOP CONSUMER PRODUCT COMPANIES
Count, 2023 versus 2018
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Source: Company websites, Prologis Research
Note: Includes company acquisitions and is net of brands discontinued.
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The future of the supply chain is resilience.

Customers are evolving their global supply chains to manage
persistent disruption.

The shift from just-in-time to just-in-case is on-going and
will be reflected in future demand. When the U.S. inventory
to sales (I/S) ratio fell to 10% below pre-pandemic levels, we
called for cumulative inventory growth of 15-20%, driving a
surge of demand. Subsequently, real inventories increased by
15% and both the I/S ratio and inflation-adjusted inventories
per household recovered to 3% above pre-pandemic levels.®
From 2020 to 1H 2023, logistics real estate demand total

1.2 billion square feet or 330 MSF per year vs. historical
expansionary average of 175 to 200 MSF in the top 30 U.S.
markets, showcasing this incremental demand.

More growth is needed to reach “just-in-case” inventory
levels that are 5% or more above pre-pandemic, although
economic uncertainty may push some demand into

2024. Historical patterns suggest inventories decline by
approximately 2% before sales slow, a quantification of the
uncertainty. Going forward, resilient inventories are part of
the 20% higher demand.

Exhibit 4

REAL RETAIL SALES AND INVENTORIES
S, Millions
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Source: U.S. Census Bureau, Prologis Research

Exhibit 5

1/S RATIO, RETAIL AND WHOLESALE, EXCLUDING AUTO
Ratio
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Diversified sourcing and ports of entry will drive the need
for duplicative facilities. Supply chains are now past the
pandemic bullwhip. Normal seasonality is slowly returning but
still subject to geopolitical tensions and disruptions from labor,
weather and climate-driven events.

In the near term, in Southern California, the International
Longshore and Warehouse Union (ILWU) negotiation-driven
share shift will partially reverse. The structural portion of

this market share shift will remain in expanded footprints

near seaports along the east and south coasts that offer
import gateway diversification. In Texas, demand driven by
nearshoring has amplified the need for facilities between
Laredo (the top U.S.-Mexico freight border crossing) and Dallas
(the largest intermodal hub in proximity to Mexico.’

New building deliveries will contract by 35% or more
in the U.S. and Europe in 2024.

This creates a window for positive demand to take market
vacancies further below historical norms in late 2024 and into
2025. Preliminary 3Q 2023 data shows a further deceleration

Exhibit 6

MARKET SHARE OF IMPORT TEUs BY COAST, U.S.
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Source: Various port authorities, Prologis Research

Exhibit 7

LOGISTICS REAL ESTATE CONSTRUCTION STARTS, U.S.
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in starts,? revealing the ongoing impact of the price of debt
and changes in bank and regulator behavior in the wake of the
Silicon Valley Bank and Credit Suisse failures.

Replacement costs remain elevated, driven by higher
financing costs and competition for labor and materials from
infrastructure, manufacturing and housing. Construction

loans are expensive and difficult to secure. With most banks
tightening lending standards and interest rates doubling during
the past 18 months, the era of ample, low-cost financing ended
abruptly in 2022.#

The outlook for decreasing vacancy adds upside to market
rental growth in 2025 and beyond. Taken together, positive
demand drivers and a rapid fall in starts could push the U.S.
vacancy rate from a peak in the mid-4% range at the beginning of
2024 back to the mid-3% range by the end of 2024, with a similar
pattern in Europe. For users of mission-critical logistics facilities,
structural shifts in demand, like evolving consumer preferences
and the need for supply chain flexibility in an increasingly
uncertain world, are more likely to be met with chronic
undersupply and higher barriers to new development in the future.

Exhibit 8

PRODUCER PRICE INDEX: NEW WAREHOUSE BUILDING
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Source: U.S. Bureau of Labor Statistics, Producer Price Index by Industry: New Warehouse
Building Construction [PCU236221236221], retrieved from FRED, Federal Reserve Bank of
St. Louis; https:/fred.stlouisfed.org/series/PCU236221236221, August 22, 2023.

Exhibit 9

NET PERCENTAGE OF DOMESTIC BANKS TIGHTENING
STANDARDS FOR CRE DEVELOPMENT LOANS, U.S.
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Banks Tightening Standards for Commercial Real Estate Loans with Construction and Land
Development Purposes [SUBLPDRCSC], retrieved from FRED, Federal Reserve Bank of St.
Louis; https://fred.stlouisfed.org/series/SUBLPDRCSC, August 23, 2023.
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Forward-Looking Statements

This material should not be construed as an offer to sell or the
solicitation of an offer to buy any security. We are not soliciting any
action based on this material. It is for the general information of
customers of Prologis.

This reportis based, in part, on public information that we consider
reliable, but we do not represent that it is accurate or complete, and
it should not be relied on as such. No representation is given with
respect to the accuracy or completeness of the information herein.
Opinions expressed are our current opinions as of the date appearing
on this report only. Prologis disclaims any and all liability relating

to this report, including, without limitation, any express or implied
representations or warranties for statements or errors contained in,
or omissions from, this report.

Any estimates, projections or predictions given in this report are
intended to be forward-looking statements. Although we believe that
the expectations in such forward-looking statements are reasonable,
we can give no assurance that any forward-looking statements will
prove to be correct. Such estimates are subject to actual known

and unknown risks, uncertainties and other factors that could

cause actual results to differ materially from those projected. These
forward-looking statements speak only as of the date of this report.
We expressly disclaim any obligation or undertaking to update or
revise any forward-looking statement contained herein to reflect any
change in our expectations or any change in circumstances upon
which such statement is based.

No part of this material may be (i) copied, photocopied or duplicated
in any form by any means or (ii) redistributed without the prior written
consent of Prologis.
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About Prologis Research

Prologis’ Research department studies fundamental and investment
trends and Prologis’ customers’ needs to assist in identifying
opportunities and avoiding risk across four continents. The team
contributes to investment decisions and long-term strategic
initiatives, in addition to publishing white papers and other research
reports. Prologis publishes research on the market dynamics
impacting Prologis’ customers’ businesses, including global supply
chainissues and developments in the logistics and real estate
industries. Prologis’ dedicated research team works collaboratively
with all company departments to help guide Prologis’ market entry,
expansion, acquisition and development strategies.

About Prologis

Prologis, Inc. is the global leader in logistics real estate with a focus on
high-barrier, high-growth markets. As of June 30, 2023, the company
owned or had investments in, on a wholly owned basis or through co-
investment ventures, properties and development projects expected
to total approximately 1.2 billion square feet (111 million square
meters) in 19 countries. Prologis leases modern logistics facilities to a
diverse base of approximately 6,700 customers principally across two
major categories: business-to-business and retail/online fulfillment.
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